Tariff  Reform  and  Taxation 


Sources  of  National  Revenue. 

To  the  Sixty -first  Congress,  Special  Session. 
Gentlemen: 

The  first  official  duty  that  you  are  required  to 
perform  relates  to  the  consideration  of  the  sources 
of  our  National  Revenue  and  to  remedy  the  evils 
that  have  grown  up  under  the  present  system  (it 
may  be)  that  can  now  no  longer  be  borne  without 
dangerous  and  more  serious  results. 

The  Tariff  Bill  before  you  which  is  to  be  consid- 
ered is  similar  in  principle  and  form  to  the  recent 
war  revenue  tax  and  revives  in  part  others  that 
have  been  enacted  during  the  last  half  of  the  last 
century  and  the  recent  years  of  our  national  exist- 
ence. On  examination  they  will  appear  to  be  a 
wide  departure  from  what  the  founders  of  our  Re- 
public deemed  requisite  and  proper,  as  evidenced 
by  our  Constitution  and  the  legislative  examples 
which  were  fearlessly  applied  and  safely  adminis- 
tered by  many  of  the  founders  of  the  nation  when 
the  young  national  life  was  paralyzed  by  financial 
distress  wtiich  was  more  threatening  and  oppres- 
sive than  any  that  we  have  now,  although  similar 
in  character  and  more  urgent  in  demands  for  relief, 
to  wit,  Tariff  for  Protection,  and  Taxation  for 
Revenue! 
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The  conditions  of  the  X)eop]e  are  so  near  what 
they  were  when  the  recent  war  revenue  tax  was  in 
full  operation  that  it  will  be  only  necessary  to  dis- 
cuss the  provisions  and  (jonjpare  the  probable 
effect  of  a  similar  law.  It  is  thought  by  many  in- 
telligent persons  that  the  f) resent  conditions  are 
largely  due  to  the  effect  of  those  revenue  laws  on 
commerce  and  manufactures. 

In  considering  taxation  for  the  revenue  of  the 
United  States,  the  tariff  ujjon  imports  is  of  no  more 
importance  than  is  the  ways  and  means  for  obtain- 
ing revenue  by  internal  taxation.  These  questions 
have  always  been  and  always  will  be  a  fruitful 
source  of  discussion  and  cause  for  diverse  honest 
opinions  in  the  States,  as  well  as  in  the  halls  of 
Congress.  Without  discussing  the  validity  of 
many  of  the  provisions  of  the  laws  relating  to  the 
laying  of  duties,  imposts  and  excise  charges  for 
purposes  of  internal  revenue  under  Section  8  of 
Article  t  of  the  Constitution,  the  policy  as  well  as 
the  mode  and  amount  of  such  taxation  will  always 
cause  some  dissatisfaction  in  some  of  the  States 
where  it  operates  oppressively  and  disturbs  and 
deranges  the  financial  policy  much  more  than  in 
others,  particularly  when  it  is  launched  upon  the 
States  in  a  hurry.  A  tax  on  incomes  and  the  in- 
heritence  tax  and  many  of  the  provisions  of  the 
stamp  tax  must  necessarily  affect  the  property  and 
business  in  some  States  much  more  unequally  and 
be  more  cumulative  in  some  States  than  in  many 
other  States. 

The  recent  war  revenue  tax  is  the  most  unequal 
of  any  taxation  so  far  as  the  operation  of  it 
affects  the  internal  business  and  financial  pol- 
icy of  some  of  the  States,  particularly  that  por- 
tion that  relates  to  the  stamp  tax  upon  some 
comm(^rciaJ  transactions  and  operations,  and  the 
tax(;s  upon  tlie  (•a4)ital  of  banks,  trust  com- 
f)arii(^s,  etc.,    iindc^r  Scu^doii  2  of  the  Act,  and  also 
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the  use  of  stamps  under  Schedule  A.  In  some  of 
the  States  the  taxes  under  Section  2  are  cumula- 
tive upon  the  already  high  State  tax,  while  in 
other  States  there  are  no  State  taxes  imposed. 
The  stamp  tax  is  cumulative  in  all  cases  where  it 
operates,  but  in  some  States  its  operation  is  so 
little  that  it  is  only  nominal. 

The  obtaining  revenue  by  internal  taxation  un- 
der the  present  mode  entirely  destroys  and  pre- 
vents equal  taxation  in  the  States  and  overrides 
all  State  legislation  in  that  direction,  and  v^ill 
sooner  or  later  necessitate  changes  in  the  tax  laws 
of  each  State  that  it  injuriously  affects  most,  in 
order  to  meet  this  national  taxation.  When  the 
latter  is  changed  or  ceases,  then  the  State  laws 
will  operate  differently  and  again  need  changes, 
whether  they  get  it  or  not. 

There  are  many  States  that  can  only  be  affected 
indirectly  by  the  reaction  of  the  effects  of  this 
law  in  one  or  more  other  States,  but  the  results  of 
the  operation  of  it  must  and  will,  sooner  or  later, 
have  a  marked  influence  on  the  industries,  habits 
and  prosperity  of  all  the  inhabitants  of  the  United 
States;  hence  the  importance  of  a  careful  and 
close  consideration  of  the  internal  revenue  laws  of 
the  United  States,  and  more  particularly  in  its 
relation  to  the  State  laws  of  taxation  and  sources 
of  revenue. 

There  is  no  state  that  has  its  tax  laws  and  finan- 
cial policy  like  any  other  State.  Their  laws  and 
industries  and  production  are  each  different.  The 
taxation  of  the  capital  and  business  of  some  cor- 
porations is  different  in  each  State.  In  some  cases 
both  of  them  are  exempt  from  taxation ;  in  others 
they  are  both  of  them  heavily  taxed.  In  studying 
the  effect  of  such  taxes  upon  the  policy  and  in- 
dustries in  any  particular  State  the  revenue  and 
tax  laws,  as  well  as  the  business  and  industries  of 
that  particular  State  must  be  known  and  its  finan- 
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cial  policy  and  condition  considered  to  ascertain 
whether  the  national  tax  will  operate  in  such 
manner  as  to  greatly  disturb  and  deninge  the  in- 
ternal policy  and  prosperity  of  the  State,  either 
for  its  advantage  oi'  injury  and  detriment. 

We  are  now  brought  to  another  question  to  be 
considered,  and  that  is,  How  can  the  internal  rev- 
enue laws  of  the  United  States  be  formed  so  as 
least  to  affect  or  change  the  financial  policy,  the 
industries  and  business  within  the  States?  Would 
it  not  be  better  to  have  the  amount  of  revenue 
that  each  State  is  expected  to  furnish  annually 
assigned  to  the  State  and  apportioned  in  the  ag- 
gregate to  such  State  according  to  the  population 
as  is  provided  in  Section  2  of  Article  1  of  the  Consti- 
tution? Such  a  law  of  Congress  would  leave  each 
State  free  to  raise  the  required  amount  by  taxa- 
tion in  such  manner  as  its  policy  and  conditions 
would  seem  best  to  its  authorities.  This  would 
not  necessarily  change  or  alter  any  of  the  business 
relations  or  the  financial  policy  of  the  States  in 
their  internal  affairs.  It  might  only  be  an  in- 
creased annual  tax  rate  without  any  material  ad- 
ditional expense  to  the  State.  Under  such  condi- 
tions and  provisions  the  National  Government 
would  only  deal  directly  with  the  State  as  such, 
and  thus  save  the  vast  expense  that  is  now  in- 
curred by  having  a  large  force  of  officers  in  each 
State  to  look  after  the  collection  of  the  revenue. 
It  would  be  home  rule  in  taxation.  A  special 
enumeration  of  the  inhabitants  could  be  made  at 
any  time  for  the  apportionment  of  the  quota  of  tax 
to  each  State  the  same  as  was  directed  by  the 
act  of  Congress  of  June  9,  1798,  for  the  purposes  of 
an  annual  direct  tax.  Under  the  Acts  of  Congress 
of  July  22  and  August  2,  1813  the  amount  called 
for  was  a|)portioned  upon  the  State  entire  and  also 
uf)ori  iv<\{^\\  couuty  in  ('a,cli  States,  with  liberty  for 
tli(^  S1at(j  Ijegislatun^  lo  charigo  th(5  a,pportionment 
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as  to  each  county  before  a  specified  time.  Under 
those  acts  assessors  were  appointed  by  the  na- 
tional authorities  to  appraise  and  apportion  the 
tax  upon  the  property  specified  in  the  law,  which 
also  provided  for  the  collection  of  the  tax.  The 
apportionment  was  based  on  the  census  of  1810. 

The  Act  of  Congress  of  January  9,  1815,  re- 
quired that  $6,000,000  annually  be  raised  by  di- 
rect tax  apportioned  upon  the  States  according  to 
the  population,  in  the  same  manner  as  the  law  of 
1813. 

The  most  important  questions  that  must  be  con- 
sidered by  the  American  people  to-day  and  in  the 
near  future  will  be  relating  to  the  revenue  and 
taxation,  national.  State  and  local. 

When  we  consider  the  fact  that  the  taxation  or 
the  exemption  of  property  or  business  may  be  a 
great  penalty,  or  subsidy,  or  monopoly,  under  the 
laws,  we  will  more  fully  appreciate  their  import- 
ance and  need  to  study  the  effect  they  may  pro- 
duce. 

In  order  to  do  this,  it  is  apparent  that  the  tariff 
should  be  used  mainly  for  protection,  the  defi- 
ciency for  revenue  to  be  raised,  should  be  made  up 
by  apportionment  among  the  States  in  the  manner 
provided  by  the  Constitution,  and  then  let  each 
State  choose  its  mode  of  taxation  to  raise  its  pro- 
portion of  the  amount  required,  and  assigned  to  it 
for  the  use  of  the  National  Government.  By  doing 
this,  many  doubtful  constitutional  questions  will 
be  avoided. 

That  the  revenue  should  be  for  the  "greatest 
good  to  the  greatest  number,"  is  the  honest  belief 
of  the  constituents  who  are  now  represented  in 
Congress,  and  they  trust  that  the  work  before  them 
will  be  intelligently  and  fearlessly  performed, 
with  a  consciousness  of  the  responsibility  that  the 
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national  welfare  demands  at  present  and  in  the 
future. 

New  York,  March  25th,  1909. 

Respectfully  submitted, 

R.  S.  GUERNSEY, 
Chairman  of  N.  Y.  State 
Taxpayers'  Protective  Association, 

58  Pine  Street, 

N.  Y. 
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